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STATE PLANUNDER TITLE XM OF THE SOCIAL SECURITY ACT 

State of VIRGINIA
, ’  

METHODS AND STANDARDS FOR ESTABLISHINGPAYMENT RATES INPATIENTSERVICES 

result in an expenditure for outlier operating payments equal to 5.1% of total operating payments, 
including outlier operating payments, for DRG cases. The methodology described in subsection A of this 
section shall be applied to all base year DRG cases on an aggregate basis, and the amount of the outlier 
operating fixed loss threshold shall be calculated so as to exhaust the available pool for outlier operating 
payments. 

12 VAC 30-70-270. Repealed. 

12VAC30-70-271. Payment for capital costs. 

A. Inpatient capital costs shall be determined on an allowable cost basis and settled at the hospital’s fiscal 
year end. Allowable cost shall be determined following the methodology described in Supplement 3 (12 
VAC 30-70-10 through 12 VAC 30-70-130). Capital costs of Type One hospitals shall continue to be settled 
at 100% of allowable cost. For services beginning July 1, 2003,capital costs of Type Two hospitals shall be 
settled at 80% of allowable cost. For hospitals with fiscal years that do not begin on July 1, 2003, inpatient 
capital costs for the fiscal year in progress on that date shall be apportioned between the time period before 
and the timeperiod after that date based on the number of calendar months before and after that date. Capital 
costs apportioned before that date shallbesettledat 100% of allowable cost, and those afterat 80% of 
allowable cost. 

B. The exception to the policy in subsection A of this section is that the hospital specific rate per day 
for services in freestandingpsychiatric facilities licensed as hospitals, as determined in 12 VAC 30-70
321 B, shall be an all-inclusive payment for operating and capital costs. Effective July 1, 2003, the 
capitalportionofthe rate per dayshall be basedon 80% of the average capital cost perdayof 
freestanding psychiatric facilities licensed as hospitals. 

12 VAC 30-70-280. Repealed. 

12 VAC 30-70-281. Payment for direct medical educationcosts. 

A. Direct medical education costs of nursing schools and paramedical programs shall continue to be paid 
on an allowable cost basis. Payments for direct medical education costs shall be made in estimated quarterly 
lump sumamounts and settled at the hospital’s fiscal year end. 

B. Final payment for these direct medical education (DMedEd) costs shall be thesum of the fee-for-service 
DMedEd payment and the managed care DMedEd payment. Fee-for-service DMedEd payment is the ratio 
ofMedicaid inpatient costs to totalallowable costs, timestotal DMedEd costs.ManagedcareDMedEd 
payment is equal to the managed care days times the ratio of fee-for-service DMedEd payments to fee-for
service days. 

C. Effective with cost reporting periods begining onor after July 1,2002, direct GraduateMedical 
Education (GME) costs for interns and residents shall be reimbursed on a per-resident prospective basis, 
subject to costsettlement as outlined in subdivision E of ths  section. 

D. The new methodology provides for the determination of a hospital-specific base period per-resident 
amount to initially be calculated from costreports with fiscal years 
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STATE PLAN UNDER TITLEXlX OF THE SOCIAL SECURITYACT 

State of	VIRGINIA 
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES-INPATIENT SERVICES 

. .  
12 VAC 30-70-350. Repealed. 

12 VAC 30-70-351. Updating rates for inflation. 

Each July, the DIU-Virginia moving average values as compiled and published by DRI WEFA, INC. under 
contract with the department shall be used to update the base year standardized operating costs per case, as 
determined in 12 VAC 30-70-361, and the base year standardized operating costs per day, as determined in 
12 VAC 30-70-371, to the midpoint of the upcoming state fiscal year. The most current table available prior 
to the effective date of the new rates shall be used to inflate base year amounts to the upcoming rate year. 
Thus, corrections made by DRIWEFA, INC. in the moving averages that were used to update rates for previous 
state fiscal years shall be automatically incorporated into the moving averages that are being used to update 
rates for the upcoming state fiscal year. In setting rates effective fromJuly 1,2003 through June 30, 2004, for 
Type Two hospitals, the moving average value that would normally be used to represent inflation occurring 
from the midpoint of SW2003 to the midpoint of SFY2004, shall be replaced by a percentage calculated by 
DMAS to ensure that the resulting estimated increase in payments to hospitals, by Medicaid, does not exceed 
$10,863,375 in SFY2004. After June 30, 2004, the rate-setting basis will revert back to the DIU-Virginia 
moving average values used according to the previous methodology ineffect prior to July 1,2003. 

12 VAC30-70-360. Repealed. 

12 VAC 30-70-361. Base year standardized operatingcosts per case. 

A. For the purposes of calculating the base year standardized operating costs per case, base year claims data 
for all DRG cases, including outlier cases, shall be used. Base year claims data for per diem cases shall not be 
used. Separate base year standardized operating costs per case shall becalculated for Type One and Type Two 
hospitals. In calculating the base year standardized operating costs per case, a transfer case shall be counted as 
a fraction of a case based on the ratio of its length of stay to the arithmetic mean length of stay for cases 
assigned tothe same DRG as the transfer case. 

B. Using the data elements identified in subsection E of 12 VAC 30-70-221, the following methodology 
shall be used to calculate the base year standardized operating costs percase: 

1 .  The operating costs for each DRG case shall be calculated by multiplying the hospital’s total charges 
for the case by the hospital’s operating cost-to-charge ratio, as defined in subsection C of 12 VAC30-70
221. 

2. The standardized operating costs for each DRG case shall be calculated as follows: 

a. The operating costs shall bemultipliedby the statewide average labor portion of operating costs, 
yielding the labor portion of operating costs. Hence,the nonlabor portion of operating costs shall 
constitute one minus the statewide average labor portion ofoperating costs times the operating costs. 

b. 	The labor portion of operating costs shall be divided by the hospital’s Medicare wage index, yielding 
the standardized labor portion of operating costs. 

c. The standardized labor portion of operating costs shall be added to the nonlabor portion of operating 
costs, yielding standardized operating costs. 

3. The case-mix neutral standardized operating costs for each DRG case shall be calculated by dividing 
the standardized operating costs for the case by the hospital’s case-mixindex. 
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STATE PLAN UNDER TITLEXM OF THESOCIAL SECURITY ACT 
x. 

~ ) State ofVIRGINIA 
' 'k  .-.< 

D. In calculating the DRGrelative weights, a threshold of five cases shall be set as the minimum number 
of cases required to calculate a reasonable DRG relative weight. In those instances where there are five or 
fewer cases,the department's Medicaid claims data shall be supplemented with Medicaid claims data from 
another state or other available sources. The DRG relative weights calculated according to this 
methodology will result in an average case weight that is different from the average case weight before the 
supplemental claims data was added. Therefore, the DRG relative weights shall be normalized by an 
adjustment factor so that the average case weight after the supplemental claims data were added is equal to 
the average case weight before the supplemental claims data were added. 

E. The DRG relative weights shall be used to calculate a case-mix index for each hospital. The case-mix 
index for a hospital is calculated by summing, across all DRGs, the product of the number of groupable 
cases in each DRG and the relative weight for each DRG and dividing this amount by the total number of 
groupable cases occurring at the hospital. 

12 VAC 30-70-390. Repealed. 

12VAC 30-70-391. Recalibration and rebasing policy. 

A. The department recognizes that claims experience or modifications infederal policies may require 
adjustment to the DRG payment system policies provided in this part. The state agency shall recalibrate 
(evaluate and adjust the DRG relative weights andhospitalcase-mix indices) and rebase (review and 
update the base year standardized operating costs per case and the base year standardized operating costs 
per day) the DRG payment system at least every three years. Recalibration and rebasing shall be done in 

' consultation with theMedicaidHospitalPaymentPolicy Advisory Council noted in 12VAC30-70490. 
When rebasing is carried out, if new rates are not calculated before their required effective date, hospitals 

I. 

required to file cost reports and freestandingpsychiatric facilities licensed as hospitals shall be settled at the 
new rates, for discharges on and after the effective date ofthose rates, at the timethe hospitals' cost reports 
for the year in whichthe rates become effective are settled. 

B. Effective from July 1, 2003 through June 30, 2004, although most hospital rates will be based on the 
2001 base year, rates for freestanding psychiatric facilities licensed as hospitals shall continue to be based 
onthe 1998 baseyear. That is, the rebasing of rates effective inSFY2004, shall beeffectivefor all 
hospitals except freestanding psychiatric facilities licensed as hospitals. Effective July 1, 2004, rates for 
freestanding psychiatric facilities licensed as hospitals, will be set pursuant to the applicable policy in this 
section. 

Article 3. 

Other Provisions for Payment of Inpatient Hospital Services. 


12 VAC 30-70-400. Determination of per diem rates. 

Ths  section shall be applicable to only those claims for discharges prior to July 1, 1999. Each hospital's 
revised per diem rate or rates to be used during the transition period (SFY 1997 and SFY 1998) shall be 
based on the hospital's previous peer group ceiling or ceilings that were established under the provisions of 
12 VAC30-70-10 through 12 VAC 30-70-130, with the following adjustments: 

1. All operating ceilings will be increased by the same proportion to effect an aggregate increase in 
reimbursement of $40 million inSFY 1997. This adjustment incorporates in per diem rates the 
systemwide aggregate value of payment that otherwise would be made throughthe payment adjustment 
fund. This adjustment willbe calculated using estimated 1997rates and 1994 days. 
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STATE PLAN UNDER TITLEXM OF TBE SOCIAL SECURITY ACT 

State of VIRGINIA 

rates before the sale. 

I. 	 Public notice. To comply with the requirements of 6 1902(a)(28)(c) of the Social security 
Act, DMAS shall make available to the public the data and methodology used in establishing 
Medicaid payment rates for nursing facilities. Copies may be obtained by request under the 
existing procedures of the Virginia Freedom of Information Act. 

l2VAC 30-90-41.1 Modifications to Nursing Facility Reimbursement Formula. repealed 

12VAC30-90-41.2. Limits on Application of Inflation Factor to Indirect and Direct Care Costs. 

A. 	 Effective on and after July 1,2003 and for only State Fiscal Year 2004 (ending June 30,2004), 
the adjustment for inflation of nursing facility direct care rates and ceilings as referenced at 
12VAC30-9041.B above shall be calculated ina manner to ensure that the increase in 
payments does not exceed $8,768,125 in General Funds and $8,813,838 in Non-General Funds. 

B. 	 Effective on and after July 1,2003 and for only State Fiscal Year2004 (ending June 30,2004), 
the adjustment for inflation of nursing facility indirect care rates and ceilings as referenced at 
12VAC30-9041.B above shall be calculated ina manner to ensure that the increase in 
payments does not exceed $2,325,094 in General Funds and $2,337,216 in Non-General Funds. 

C. 	 The provisions of t h s  section 12VAC30-9041.2 shall supersede, for the duration of July 1, 
2083, through June 30, 2004, the applicable provisions in 12VAC30-9041. The application of 
this section 12 VAC 30-90-41.2 shall end on June 30,2004, and on July 1, 2004, the applicable 
provisions in 12 VAC 30-9041 shall resume in effect. 

12VAC30-90-42. Repealed. 
12VAC30-90-43. Repealed. 
12VAC30-90-44 to 12VAC30-90-49. Reserved. 

Article 5 

Allowable Cost Identification 


12VAC30-90-50.Allowable costs. 

A. 	 Costs which are included in rate determination procedures andfinal settlement shall be only 
those allowable, reasonable costs which are acceptable underthe Medicare principles of 
reimbursement, except as specifically modifiedin the Planand as may be subject to 
individual or ceiling cost limitations and which are classified in accordance with the DMAS 
uniform chart of accounts (see 12VAC30-90-270). 

B. 	 Certification. The cost ofmeeting all certification standards for NF requirements as required 
by the appropriate state agencies, bystate laws, or by federal legislation or regulations. 
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